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ABSTRACT 
 
This study is conducted to scrutinize the relationship among Poverty, Inflation, Exchange Rate, 
Corruption, GDP Growth, Budget Deficit and Government Expenditure. In this research, all 
variables are taken in percentage, due to this the problem of Spurious results and non-stationary 
data can be avoided. In the results of OLS, it is found that the R-squared, known as the 
coefficient of determination, showed a value of 84.65% which means that 84.65% changes in the 
dependent variables are caused by the independent variables that we have used. The rest of 
15.35% changes are made by those variables which are not taken in this study. Through OLS, 
the overall significance of the estimated model and the individual significance of the variables is 
judged. For overall significance, the probability value of F-Statistic is checked which gave the 
value of 0.0000. Through this value, it is interpreted that the overall model is highly significant. 
The OLS results suggested that Exchange Rate, Corruption and Government Expenditure has a 
significant association with the Poverty in Pakistan. While Inflation Rate, GDP Growth and 
Budget Deficit has no significant association with the Poverty.  
 
 
INTRODUCTION 
Introduction 
               Many fluctuations in the GDP Growth rate for Pakistan has been observed during the 
1947-2014. This time period was having boom periods of GDP growth. The 1960s, 1980s and 
2000s witnessed robust economic growth with average annual rates exceeding 6 percent while 
the 1950s, 1970s and 1990s were marked by a decline in the trend growth rate to 4 percent. In 
2004-06 GDP rate rose to a considerable level. This rise in GDP resulted due to many economic 
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reforms in the economy during the government of Pervez Musharraf in the year 2000. Due to 
these reforms, World Bank in 2005 assigned a title of “Top Reformer” to Pakistan as well as 
ranked it among the top ten reformers of the world (World Bank, 2015). In spite of this GDP 
Growth of Pakistan, Inflation rate was low and Poverty decreased from 46% to 18% in 1980. In 
1990, the GDP Growth rate was 3% to 4% and due to this the Poverty rate in the country 
increased from 18% to 33%. Furthermore, Inflation rate and External debts were also increased 
(World Bank, 2015) 
Chaudhary, Malik and Hassan (2009) studied the impact of macroeconomic variables and 
demographic variables on Poverty. Their results suggested that Livestock and House hold size 
will have a deep impact on the Poverty level. They established that steps should be taken to 
improve the Social Economic and Demographic Elements. Zaidi (2005) indicated that from 
1980-1990, Poverty in Pakistan was decreased due to Enormous Economic Growth Rates and 
Remittances. But in the 90’s, Poverty in Pakistan was increased again due to the IMF 
Programme which focused on increasing Tax, cutting the development funds and removing the 
subsidies as well and it directly affected the poor people in Pakistan. Gillani et al. (2009) studied 
the Economy of Pakistan and analyzed the relationship among the variables of Poverty, Crimes, 
Unemployment and Inflation. They used time series data of 1975-2007 and applied ADF Unit 
Root Test to check for the Stationary of the data. For the Long Run and Short Run relationship 
they applied Johnson Cointegration test and Granger Causality test for the direction of these 
variables. They concluded that there is a Long Run relationship among Poverty, Crimes and 
Unemployment. The Granger Causality test indicted that with increase in Crime, Poverty, 
Inflation and Unemployment will be also increased in Pakistan. Gupta et al. (1998) studied the 
economic growth of 56 nations and for establishing an association between Development and 
Poverty. They used cross sectional data for their research. They discovered that when a country 
is having Enormous Development in in the Economy, it will lead to have Poverty in the country 
as well. Adegoke (2009) studied the association between Poverty and Education. She used many 
approaches for conducting this study. She used Ganger Casualty test for determining the 
direction of these variables with each other. She found that there is a Bidirectional association 
between Poverty and Education. An increase in the Poverty will decrease the Education while an 
increase in the education will decrease the Poverty rate in the country. She concluded that 
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government is not spending huge amount on Education and due to this, Poverty has been 
increased. She suggested that spending on the Education should be made more and more and 
hence Poverty level will be decreased. Ravallion and Chen (1997) studied the association 
between Poverty and Living Standards. They used the data of 67 countries for their analysis. 
They concluded that Poverty and Human Living standards have a Correlation with each other. 
They added that an increase in Living Standards will decrease the Poverty level in the country. 
Sugema et al. (2010) analyzed that there is an association in Poverty and Inflation. They 
concluded that Inflation plays an important in increasing the Poverty level in the country. They 
determined that increase in the food prices will lead to increase the Poverty level. They also 
established that whether people are living in the villages or in city, they will be effected equally 
by Inflation and Poverty. Asghar, Rehman and Awan (2012) studied the association between 
Economic Growth and poverty. They established that GDP Growth in Pakistan is decreasing due 
to External debt and Political Instability. Agriculture which is a prominent part of the GDP of 
Pakistan is not being given any importance and due to this Poverty in Pakistan is increased. They 
concluded that increase in the Foreign Direct Investment will lead to improve the situation in 
Pakistan and Government Spending on Education and Infrastructure will decrease the Poverty 
situations in the rural areas of the country. They suggested that to improve the GDP Growth in 
Country, Government should play its role and they should implement some new policies and 
reforms. 
Research Questions 
This study is conducted keeping under consideration the following research questions: 
 What are the determinants of Poverty in Pakistan? 
 How different macroeconomic variables are effecting Poverty in Pakistan? 
Research Objectives  
This study has the following objectives: 
 To examine the impact of macroeconomic variables on Poverty in Pakistan.  
 To investigate the relationship of Poverty and Economic Growth in Pakistan. 
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RESEARCH METHODOLOGY 
Data Collection 
 The data used in this research is secondary. It is a time series data and taken for the period of 36 
years from 1980 – 2016. This data was collected from World Bank and State Bank of Pakistan. 
Moreover, the relevant literature about this topic was taken from different research papers, 
articles and journal etc.  
Explanation of Variables 
Poverty: 
According to Word Bank, Poverty can be defined as when the individuals are having no 
choices and opportunities. Poverty is inadequacy state in which there is a shortage of resources 
and shortage of money. It includes the shortage of food, money and shelter and the individuals 
are having no social status in the society (World Bank, 2015) 
Inflation Rate: 
Inflation actually refers to the phenomenon in which the prices of goods and services rise 
rapidly while the purchasing power declines. The rate of inflation measure how fast the prices 
raise and at what rate does the currency loses its value. It is actually the change in consumer 
price index over time and is calculated both monthly and annually (World Bank, 2015) 
Exchange Rate: 
Exchange rate refers to the price of currency of a nation in terms of currency of another 
nation. Exchange rate can be cited either directly or indirectly. It has two components; domestic 
currency and foreign currency. Whenever the exchange rate is cited directly, the price of a unit of 
foreign currency is estimated in terms of domestic currency. In an indirect citation, a unit of 
domestic currency is estimated in terms of foreign currency (World Bank, 2015) 
Corruption: 
Aristotle was the first human being who used the word of Corruption which is derived 
from the word “Corrupt “. Corruption is an unethical act which is performed by an individual 
using his position and status for obtaining or acquiring personal benefits. Taking bribe and 
misuse of the funds and resources are also included in the Corruption (World Bank, 2015) 
GDP Growth Rate: 
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GDP refers to the value in terms of money of all finished goods and services produced 
within a country. GDP Growth rate refers to the change in GDP from one period to another in 
terms of percentage. This value is adjusted for inflation. This value is usually calculated on 
annual basis (World Bank, 2015) 
 Government Budget Deficits: 
When the government is having more expenses than the revenue and resources, than it 
will be called Budget Deficit. In every Federal Budget, the Federal Government of Pakistan is 
having Deficits and due this Deficit the government has to take External Debt. They must pay 
higher Interest Rate on this External Debt due to this, Poverty in the country is increasing day by 
day (World Bank, 2015) 
 Government Expenditure: 
It includes all the Payments and Transactions which are made by the government for 
improving the life of its citizen. It includes Expenditure on Health, Education, Development 
Works, Infrastructure and subsidies etc. (World Bank, 2015) 
Research Methodology 
A regression analysis is applied on the time series data. Having six independent variables, 
a multiple regression is used in this study for determining the relationship between the dependent 
and independent variables. For this purpose, Ordinary Least Squares (OLS) method is used. The 
results of OLS and the interpretations are presented in the next section. Eviews 9 is used for 
analysis. 
Ordinary Least Squares (OLS) method 
A much-known technique used for linear modeling is that of Ordinary Least Squares 
(OLS). This technique can be applied to a case of single explanatory variable as well as to that of 
multiple explanatory variables. In this study, we are applying OLS on a multiple regression 
model. The model used in this study is mentioned above. OLS technique explains the role of β 
parameters in the equation. The β parameter actually shows the rate of change which occurs in Y 
due to a change in X while controlling for other explanatory variables in the model.  
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OLS is a very useful technique as it forms the base for many other statistical techniques 
like ANOVA and other linear models. It is a much powerful technique because it always checks 
the model assumptions such as linearity, constant variance and effects of outliers using graphical 
methods 
Model Specification 
The model used in this study is: 
Y= β0 + β1INF + β2EXC + β3COR + β4GE + β4GDP + β4BD + µ 
Where 
Y: Poverty 
INF: Inflation 
EXC: Exchange rate 
COR: Corruption 
GE: Government Expenditure 
GDP: GDP Growth 
BD: Budget Deficit 
µ: Error term 
3.6: Conceptual Modeling 
Independent Variables Dependent Variable 
 
Exchange Rate 
 
 
 
 
 
 
Corruption  
Gdp Growth 
 
Poverty 
Inflation 
Exchange rate 
Govt Expenditure 
Government Budget 
Deficit 
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 Hypothesis 
For Inflation 
 H0: Inflation rate has no impact on Poverty. 
 Ha: Inflation rate has an impact on Poverty. 
For Exchange Rate 
 H0: Exchange rate has no impact on Poverty. 
 Ha: Exchange rate has an impact on Poverty. 
For Corruption  
 H0: Corruption has no impact on Poverty. 
 Ha: Corruption has an impact on Poverty. 
For Government Expenditure 
 Ho: Government Expenditure has no impact on Poverty. 
 Ha: Government Expenditure has an impact on Poverty. 
For GDP Growth 
 H0: GDP Growth rate has no impact on Poverty. 
 Ha: GDP Growth rate has an impact on Poverty. 
For Budget Deficit 
 Ho: Budget Deficit has no impact on Poverty. 
 Ha: Budget Deficit has an impact on Poverty. 
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RESULTS AND ANALYSIS 
Regression Results 
Table 4.1: Regression Results 
Dependent Variable: Poverty   
Method: Least Squares   
Date: 06/15/16   Time: 12:36   
Sample: 1 35    
Included observations: 35   
     
     
Variable Coefficient Std. Error t-Statistic Prob.   
     
     
C 33.65262 22.76080 1.478534 0.1504 
Inflation Rate -0.783617 0.418424 -1.872783 0.0716 
Exchange Rate 0.208709 0.041724 5.002108 0.0000 
Corruption -24.30040 7.757275 -3.132595 0.0040 
Govt Expenditure 4.545976 0.685870 6.628044 0.0000 
Gdp Growth -0.354748 0.923336 -0.384203 0.7037 
Government Budget Deficit 1.426281 1.248380 1.142506 0.2629 
     
     
R-squared 0.846535    Mean dependent var 40.24743 
Adjusted R-squared 0.813650    S.D. dependent var 18.90869 
S.E. of regression 8.162567    Akaike info criterion 7.213851 
Sum squared resid 1865.570    Schwarz criterion 7.524921 
Log likelihood -119.2424    Hannan-Quinn criter. 7.321232 
F-statistic 25.74198    Durbin-Watson stat 1.634973 
Prob(F-statistic) 0.000000    
     
     
4.2.1: F-Statistic 
F-Statistic tells us about the significance of the regression model used in the study. The 
value of F-statistics should not be more than 0.05, if the value is more than 0.05 than the model 
will not be significant. In this research, the value of F-Statistic is 0.00000 which indicates that 
this regression model is highly significant. Hence, Ho is rejected and Ha is accepted. 
H0: Model is not significant. 
Ha: Model is significant. 
4.2.2: R-Squared 
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The Coefficient of determination R
2
 shows that how much variation in dependent 
variable is explained by independent variables. Here we are getting the value of R-squared 
0.846535 it means that the independent variables that we have taken are explaining the 84.65% 
changes in Poverty while the remaining 15.35% changes are caused by other variables and 
factors which are not taken in the study. Those other factors can be political stability, exports and 
imports etc.   
4.2.3: Probability Value of the Independent Variables 
Probability value of Inflation rate is 0.0716 which is greater than 0.05. It indicates that 
the variable is insignificant and has no association with the Poverty. Probability value of 
Exchange rate is 0.0000 which is less than 0.05. It suggests that the variable is significant and it 
has an association with the Poverty. Probability value of Corruption is 0.0040 which is less than 
0.05. It indicates that the variable is significant and it has a significant association with the 
Poverty. Probability value of Govt Expenditure is 0.0000 which is less than 0.05. It indicates that 
the variable is significant and it has an association with the Poverty. Probability value of GDP 
Growth is 0.7037 which is greater than 0.05. It indicates that the variable is insignificant and has 
no association with the Poverty. Probability value of Govt Budget Deficit is 0.2629 which is 
greater than 0.05. It indicates that the variable is insignificant and has no association with the 
Poverty. 
4.2.4: Co-Efficient Analysis of Variables 
The coefficient of inflation rate is -0.783617 and it has a negative effect on Poverty in 
Pakistan. It also reveals that 1-unit change in Inflation rate will decrease the Poverty by 78-units 
in Pakistan. The coefficient of Exchange rate is 0.208709 and the P-Value is less than 5% which 
shows that Exchange rate has a positive relationship with the Poverty. It also reveals that 1-unit 
change in Exchange rate will increase the Poverty by 20-units. The coefficient of Corruption is -
24.30040 and the P-Value is less than 5% which shows that Corruption has a positive association 
with the Poverty. It also reveals that 1-unit change in Corruption will decrease the Poverty rate 
by 24-units. The coefficient of Govt Expenditure is 4.545976 and the P-Value is less than 5% 
which shows that Government Expenditure has a positive relationship with the Poverty. It also 
reveals that 1-unit change in Govt Expenditure will increase the Poverty by 4.5-units. 
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The coefficient of GDP Growth is -0.354748. The negative sign shows that Poverty rate 
has a negative impact over Poverty rate in Pakistan. It also discloses that 1-unit change in GDP 
Growth will decrease the Poverty by 35-units. The coefficient of Govt Budget Deficit is 
1.426281and the P-Value is more than 5% which shows that Govt Budget Deficit has an 
insignificant relationship with the Poverty. It also reveals that 1-unit change in Govt Budget 
Deficit will decrease the Poverty by 1.42-units. 
4.3: Residual Analysis 
We now apply various tests to check the residual of the model for serial correlationand 
Heteroskedasticity. 
Table 4.2 – Serial Correlation Test 
Breusch-Godfrey Serial Correlation LM Test:  
F-statistic 2.045524     Prob. F (2,26) 0.1496 
Obs*R-squared 4.758448     Prob. Chi-Square (2) 0.0926 
Ho: Residual has no Serial Correlation. 
Ha: Residual has a Serial Correlation. 
The probability value of obs R-squared is checked. Here the value of Prob. Chi-Square is 
0.0926 which is greater than 0.05. So, we accept the Null Hypothesis and interpret that the 
residual does not have the problem of serial correlation. 
Table 4.3 – Heteroskedasticity Test 
Heteroskedasticity Test: White  
F-statistic 0.860386     Prob. F (27,7) 0.6438 
Obs*R-squared 26.89558     Prob. Chi-Square (27) 0.4694 
The above table shows us the results for test of Heteroskedasticity. Here the null-hypothesis is: 
Ho: Residuals are homoscedastic. 
Ha: Residuals are not homoscedastic. 
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The probability value of Obs*R-squared is checked and the “Prob. Chi-Square” value is 
0.4694 and it is more than 0.05. Hence, we accept the Null-hypothesis and reject the Alternative 
Hypothesis. 
Table 4.4: Multicollinearity Test 
Variable Centered VIF 
C  Na 
Inflation Rate  1.277944 
Exchange Rate  1.596723 
Corruption  1.334649 
Govt Expenditure  1.112407 
Gdp Growth  2.071897 
Government Budget Deficit  1.794087 
The test of Multicollinearity is run to check the inflation in the variables included in the study. 
The study allowed the inflation only up to 10 times. If the value of Cronbach alpha is more than 
10 then the variables should be dropped and less than 10 should be retained in the study. The 
alpha value of the variables in the study is less than 10, so the variables have no issue of 
Multicollinearity. 
4.4: Quatile-Quantile Plots 
Quantile plots is normal probability graph which is a graphical method used to examine 
whether a data set is having normal distribution or not. If the points don’t fall close to a straight 
line than there is an evidence that the data is not from a specified distribution. By using Q-Q 
plots all the data can be displayed and every point is having a distant position, without overlap 
and the sample size does not need to be equal. 
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Table 4.5: Quatile-Quantile Plots 
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Conclusion 
This dissertation investigated that how different macroeconomic variables are effacing 
the Poverty level in Pakistan. Hence the results of OLS model give us a conclusion that Inflation, 
GDP Growth and Budget Deficit have no significant association with the Poverty level in 
Pakistan while Exchange rate, Corruption, Government Expenditure have a significant 
association with the Poverty. Moreover, Regression model is highly significant and it has a value 
of 0.0000 and R-Square has a value of 84.65% which shows that we have taken the accurate 
variables for determining the relationship between Poverty and macroeconomic variables. 
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